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after the IRS had prepared substitute returns, were not returns 
under	 Section	 523(a)(1)	 sufficient	 to	 exclude	 the	 taxes	 from	
nondischargeability. In re Hernandez, 2012-1 U.S. Tax Cas. 
(CCH) ¶ 50,152 (Bankr. W.D. Tex. 2012).
FEDErAL FArM
PrOGrAMS
 LIVESTOCK MEDICATION. The FDA has issued an order 
prohibiting certain extra-label uses of cephalosporin antimicrobial 
drugs in cattle, swine, chickens and turkeys “. . . (1) for disease 
prevention purposes; (2) at unapproved doses, frequencies, 
durations, or routes of administration; and (3) if the drug is not 
approved for that species and production class.” The FDA stated 
that this order is based on evidence that certain extra-label uses of 
these drugs in these animals will likely cause an adverse event in 
humans and, therefore, present a risk to the public health. Banned 
extra-label use includes “. . . (1) use in species not listed in the 
labeling; (2) use for indications (disease or other conditions) 
not listed in the labeling; (3) use at dose levels, frequencies, or 
routes of administration other than those stated in the labeling; 
and (4) deviation from the labeled withdrawal time based on these 
different uses.” 77 Fed. reg. 735 (Jan. 6, 2012).
 FEDErAL ESTATE
AND GIFT TAxATION
 FAILUrE TO PrOSECUTE. The estate was assessed gift 
tax	deficiencies	for	gifts	made	by	the	decedent	prior	 to	death,	
estate	tax	deficiencies	and	an	accuracy-related	penalty	for	filing	
a	 false	 return.	The	 executor,	 the	decedent’s	 son,	 had	filed	 the	
return and disputed the tax and penalty assessments.  However, 
the executor failed to comply with court orders to work with 
the	IRS	to	resolve	the	issues	and,	instead,	filed	voluminous	and	
extraneous documents and questionable legal arguments. The Tax 
Court granted the IRS motion to dismiss for failure to properly 
prosecute the case. The Tax Court noted the executor’s erratic 
behavior which required removal by U.S. marshals and suggested 
that the executor may have mental problems. The appellate 
court	affirmed	in	a	decision	designated	as	not	for	publication.	
Widtfeldt v. Comm’r, 2012-1 U.S. Tax Cas. (CCH) ¶ 60,635 
(8th Cir. 2012). 
 PENSION PLANS. The decedent had owned a pension plan 
and had created a revocable living trust. On the decedent’s death, 
the trust created three trusts, a marital trust for the surviving 
BANKrUPTCy
CHAPTEr 12
 CLAIMS.	The	debtor	filed	for	Chapter	12	and	listed	a	bank	as	a	
secured creditor but did not list the amount of the claim. The bank 
did	not	file	a	claim	in	the	case	but	pursued	a	number	of	actions	in	
the	bankruptcy	to	protect	and	define	the	debt	owed	by	the	debtor.	
The debtor’s plan was approved after several agreements were 
reached	with	the	bank;	however,	because	no	claim	was	filed	by	the	
bank, the trustee did not include the bank in its list of unsecured 
creditors and made no provision for payment of the bank’s 
unsecured portion of its claim. The bank argued that the bank’s 
various actions in the bankruptcy case created an informal proof 
of claim. The court noted that the Tenth Circuit Court of Appeals 
had approved the enforcement of informal claims where (1) the 
proof of claim is in writing; (2) the writing contains a demand by 
the creditor on the debtor’s estate; (3) the writing expresses an 
intent to hold the debtor liable for  the debt; (4) the proof of claim 
is	be	filed	with	the	Bankruptcy	Court;	and	(5)	based	on	the	facts	
of the case, it would be equitable to allow the amendment. The 
Bankruptcy	Court	looked	at	the	bank’s	filings	in	the	case	which	
included an objection to exemptions, motion for relief from the 
automatic stay, and a motion to deny discharge for fraud.  The court 
looked at each document separately and found that each lacked 
a	specific	demand	on	the	debtor	for	payment	of	a	debt.	The	court	
then	looked	at	the	totality	of	the	filings	and	still	held	that	they	did	
not meet the demand requirement. Finally, the court examined the 
equitable	factors	and	determined	that	the	bank’s	failure	to	file	a	
claim after many opportunities and full notice of the proceedings 
supported denying inclusion of the bank’s unsecured claim in the 
payment	of	creditors.		The	appellate	court	affirmed.		In re Spresser, 
2011 Bankr. LExIS 1862 (Bankr. D. Kan. 2011), aff’d, 2012 
U.S. Dist. LExIS 4780 (D. Kan. 2012).
FEDErAL TAx
 DISCHArGE.	The	 debtor	filed	 for	Chapter	 7	 in	 2010	 and	
received a discharge in January 2011.  The debtor sought to have 
tax	deficiencies	for	1999,	2003	and	2004	discharged	under	that	
case.		The	debtor	failed	to	file	returns	for	1999	through	2006	until	
February 2008.  In 2005, the IRS prepared a substitute return for 
the 1999 taxes and assessed the taxes in 2006. In 2006, the IRS 
prepared a substitute return for the 2003 taxes and assessed the 
taxes in 2007. In 2006, the IRS prepared a substitute return for 
the 2004 taxes and assessed the taxes in 2008.  The IRS did not 
make assessments for 2000, 2005 and 2006 and agreed that the 
2008	filing	of	those	tax	returns	made	those	taxes	dischargeable.	
For 2001 and 2002, only penalties and interest were assessed; 
therefore, those amounts were also discharged.  The court held 
that	the	debtor’s	2008	filing	of	the	1999,	2003	and	2004	returns,	
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spouse and an exemption trust and a primary remainder trust for the 
decedent’s children.  The marital trust was funded with the pension 
plan payments, with the children’s trusts as reminder holders. The 
IRS	ruled	that	the	beneficiaries	of	the	marital	trust	were	designated	
beneficiaries	under	I.R.C.	§	401(a)(9),	the	surviving	spouse	would	
be	 the	 designated	 beneficiary	 for	 purposes	 of	 determining	 the	
applicable distribution period, and the transfer of amounts from 
the pension plan to an IRA established to receive the payments 
for the marital trust was eligible for rollover treatment, since the 
IRA would be treated as an inherited IRA under I.R.C. § 402(c)
(11).  Ltr. rul. 201203033, Oct. 26, 2011.
  FEDErAL INCOME 
TAxATION
 CAPITAL ExPENSES. The IRS has re-issued temporary 
regulations (originally proposed in 2008 and 2006) primarily on 
repairs as a deduction, that provide guidance on the application of 
I.R.C. §§ 162(a) and 263(a) to amounts paid to acquire, produce, 
or improve tangible property. The temporary regulations clarify 
and expand the standards in the current regulations under I.R.C. 
§§ 162(a) and 263(a) and provide certain bright-line tests (for 
example, a de minimis rule for certain acquisitions) for applying 
these	standards.	The	temporary	regulations	adopt	and	refine	the	
definition	and	treatment	of	materials	and	supplies	under	Temp.	
Treas. Reg. § 1.162-3T, the de minimis rule for the acquisition and 
production of property under Temp. Treas. Reg. § 1.263(a)-2T, and 
the safe harbor for routine maintenance under Temp. Treas. Reg. 
§ 1.263(a)-3T. The temporary regulations also provide guidance 
under I.R.C. § 168 regarding the accounting for, and dispositions 
of, property subject to I.R.C. § 168. The temporary regulations 
also amend the general asset account regulations. 76 Fed. reg. 
81060 (Dec. 27, 2011).
 CHArITABLE CONTrIBUTIONS. Under I.R.C. § 642(c)
(1), if a trust makes a charitable contribution paid after the close of 
a taxable year and on or before the last day of the year following 
the close of such taxable year, then the trustee may elect to treat 
such contribution as paid during such taxable year. The taxpayer 
trust made a charitable contribution in one tax year and wanted to 
make the election to treat the contribution as made in the prior tax 
year but the trustee failed to make a timely election as provided by 
Treas. Reg. § 1.642(c)-1(b)(2). The IRS granted an extension of 
time to make the election.  Ltr. rul. 201202019, Sept. 26, 2011.
  COrPOrATIONS
 STOCK REDEMPTION. The taxpayer corporation had a 
shareholder which owned stock directly and indirectly through a 
trust.  The taxpayer’s shareholder agreement provided limitations 
on the voting power of shareholders with large interests in the 
corporation such that the shareholder’s voting rights were less than 
the ownership interest in the corporation.  In order to reduce the 
shareholder’s ownership interest, the taxpayer agreed to redeem 
sufficient	 shares	held	directly	by	 the	shareholder	so	 that	 the	
shareholder’s interest was more in line with the shareholder’s 
voting interest.  The IRS ruled that the redemption was a 
substantially disproportionate redemption under I.R.C. § 302(b)
(2). Ltr. rul. 201202010, Oct. 11, 2011; Ltr. rul. 201202020, 
Oct. 11, 2011.
 COUrT AWArDS AND SETTLEMENTS. The IRS has 
adopted	as	final	regulations	relating	to	the	exclusion	from	gross	
income for amounts received on account of personal physical 
injuries	or	physical	sickness	to	reflect	amendments	under	the	
Small Business Job Protection Act of 1996. The regulations 
delete the requirement that to qualify for exclusion from gross 
income, damages received from a legal suit, action, or settlement 
agreement must be based upon “tort or tort type rights.” The 
regulations affect taxpayers receiving damages on account of 
personal physical injuries or physical sickness and taxpayers 
paying these damages. The regulations also provide that a 
taxpayer may exclude damages received for emotional distress 
“attributable” to a physical injury or physical sickness. 77 Fed. 
reg. 3106 (Jan. 23, 2012).
 DEPENDENTS. The IRS has published information for 
parent-taxpayers. (1) Dependents In most cases, a child can be 
claimed as a dependent in the year they were born. For more 
information see IRS Publication 501, Exemptions, Standard 
Deduction, and Filing Information. (2) Child Tax Credit 
Taxpayers may be able to take this credit for each of children 
under	age	17.	If	taxpayers	do	not	benefit	from	the	full	amount	
of the Child Tax Credit, taxpayers may be eligible for the 
Additional Child Tax Credit. For more information see IRS 
Publication 972, Child Tax Credit. (3) Child and Dependent 
Care Credit Taxpayers may be able to claim this credit if 
they pay someone to care for their child or children under age 
13 so that the taxpayers can work or look for work. See IRS 
Publication 503, Child and Dependent Care Expenses. (4) 
Earned Income Tax Credit	The	EITC	is	a	tax	benefit	for	certain	
people who work and have earned income from wages, self-
employment or farming. EITC reduces the amount of tax owed 
and may also create a refund. IRS Publication 596, Earned 
Income Credit,  has more details. (5) Adoption Credit Taxpayers 
may be able to take a tax credit for qualifying expenses paid to 
adopt an eligible child. If taxpayers claim the adoption credit, 
they	must	file	a	paper	tax	return	with	required	adoption-related	
documents.  For details, see the instructions for IRS Form 8839, 
Qualified	Adoption	Expenses.	(6)	Children with earned income 
If a taxpayer’s child has income earned from working, the child 
may	be	required	to	file	a	tax	return.	For	more	information,	see	
IRS Publication 501. (7) Children with investment income 
Under certain circumstances a child’s investment income may 
be taxed at their parent’s tax rate. For more information, see IRS 
Publication 929, Tax Rules for Children and Dependents. (8) 
Higher education credits Education tax credits can help offset 
the costs of higher education. The American Opportunity and the 
Lifetime Learning Credits are education credits that can reduce 
federal income taxes dollar-for-dollar. See IRS Publication 970, 
Tax	Benefits	for	Education,	for	details.	(9) Student loan interest 
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Taxpayers	may	be	 able	 to	deduct	 interest	 paid	on	 a	qualified	
student loan, even if they do not itemize your deductions. For 
more information, see IRS Publication 970. (10) Self-employed 
health insurance deduction If taxpayers were self-employed 
and paid for health insurance, they may be able to deduct any 
premiums paid for coverage for any child who was under age 
27 at the end of the year, even if the child was not a dependent. 
IrS Tax Tip 2012-15.
 DEPrECIATION. In a Chief Counsel Advice letter, the 
IRS	ruled	that	qualified	restaurant,	as	defined	in	section	168(e)
(7) as amended by section 305(b)(1) of the Tax Extenders and 
Alternative Minimum Tax Relief Act of 2008, (2008 Act) or 
retail	property,	as	defined	in	section	168(e)(8)	as	amended	by	
section 305(b)(1) of the 2008 Act, that is placed in service after 
December	31,	2008,	and	that	also	meets	the	definition	of	qualified	
leasehold improvement property are eligible for the 50 percent 
additional	first	year	depreciation	deduction	under	I.R.C.	§	168(k)
(1) (assuming all other requirements in section 168(k) are met). 
If	qualified	restaurant	or	retail	property	placed	in	service	after	
December	 31,	 2008	does	not	meet	 the	 definition	 of	 qualified	
leasehold improvement property, such qualified restaurant 
property	is	not	eligible	for	the	additional	first	year	depreciation	
deduction under I.R.C. § 168(k) even though this property has 
a recovery period of 15 years. CCA 201203014, Dec. 14, 2011.
 The taxpayer, a corporation and its subsidiaries, purchased two 
poultry processing plants and the purchase agreement allocated 
the purchase price among the assets. A few years after the 
purchase, the taxpayer determined that additional depreciation 
deductions would result if the purchased assets were subdivided 
into smaller units with different depreciation schedules.  The 
processing plant was originally depreciated as nonresidential 
real property over 39 years. After the subdivision, many of 
the processing plant assets were recharacterized according to 
Rev. Proc. 87-56 asset classes, allowing for depreciation over 
seven or 15 years. The court held that the purchase allocation 
agreements were binding on the taxpayer as to the allowed 
depreciation because the purchase agreement covered all of the 
assets purchased.  Peco Foods, Inc. & Subs. v. Comm’r, T.C. 
Memo. 2012-18.
 DISCHArGE OF INDEBTEDNESS. when the taxpayer 
was hired as a stockbroker, the employer “loaned” the taxpayer 
$500,000	to	be	repaid	over	five	years.		However,	the	employer	
promised to forgive each installment and interest so long as the 
taxpayer remained employed with the employer.  At the end of 
the	five	years,	the	employer	treated	the	entire	loan	and	interest	as	
forgiven and included the principal and interest on the taxpayer’s 
W-2 for that year.  The court discussed the possibility that the 
loan was a taxable advance of compensation in the year the loan 
was made but ignored this issue because the taxpayer and IRS 
had stipulated that the money was received at the end of the 
five	years.	The	taxpayer	argued	that	the	interest	on	the	loan	was	
not discharge of indebtedness income because the interest was 
deductible, under I.R.C. § 212, as ordinary expense of generating 
income from stock purchases. However, the court found that the 
taxpayer failed to prove that the loan proceeds were actually used 
for stock purchases; therefore, the interest was not deductible and 
the interest was taxable income from discharge of a debt.  Jay v. 
Comm’r, T.C. Memo. 2012-25.
 EMPLOyEE BENEFITS. The IRS has issued a revenue 
procedure which provides that: (1) the maximum value of 
employer-provided	vehicles	first	made	available	to	employees	
for personal use in calendar year 2012 for which the vehicle 
cents-per-mile valuation rule provided under Treas. Reg. § 1.61-
21(e) may be applicable is $15,900 for a passenger automobile 
and $16,700 for a truck or van; and (2) the maximum value of 
employer-provided	vehicles	first	made	available	to	employees	
for	personal	use	in	calendar	year	2012	for	which	the	fleet-average	
valuation rule provided under Treas. Reg. § 1.61-21(d) may be 
applicable is $21,100 for a passenger automobile and $21,900 
for a truck or van. rev. Proc. 2012-13, 2012-1 C.B. 295.
 FUEL TAx CrEDIT. The taxpayer owned and operated a 
fleet	of	diesel	tractor-trailers	with	special	modifications	to	allow	
off-road transport of loose material. The tractors and trailers 
could be used for highway transportation as well, either together 
or with other equipment.  The taxpayer claimed the diesel fuel 
credit of I.R.C. §§ 34(a)(3) and 6427(l)(1) for the times when the 
equipment was used off-road, under Treas. Reg. § 48.4061(a)-
1(d).  The court held that, because the tractor-trailers were not 
substantially impaired from driving on highways, they were not 
eligible for the credit. Myles Lorentz, Inc. v. Comm’r, 138 T.C. 
No. 3 (2012).
 HOBBy LOSSES. The taxpayers, husband and wife, began 
their horse breeding activity with horses purchased or foaled 
at third party stables. After several years, the taxpayer sought 
a rural farm on which to construct an equine facility for their 
horses but  several problems arose that prevented completion of 
the construction.  Some of the horses were moved to the new 
property but the facilities were not complete.  During most of 
the time, the wife provided most of the time on the activity and 
their children rode some of the horses for recreation and shows. 
The court held that the activity was not engaged with the intent to 
make	a	profit	because	(1)	the	taxpayers	did	not	make	a	reasonable	
effort to establish their own facility; (2) the taxpayers failed to 
adequately advertise their horses; (3) the records did not properly 
segregated business and personal expenses; (4) the taxpayers 
had no prior business experience with horses; (5) although the 
taxpayer spent a considerable amount of time on the activity, 
much of it was for personal or recreational pleasure; (6) the 
activity had only losses and little revenue; and (7) the substantial 
losses offset substantial income from other sources. Bronson v. 
Comm’r, T.C. Memo. 2012-17.  
 INDEPENDENT CONTrACTOrS. The taxpayer operated 
a trucking business and did not withhold employment taxes from 
the pay for truck drivers based on their status as independent 
contractors.	For	1996,	the	taxpayer	failed	to	timely	file	Forms	
1099-MISC for the drivers.  The taxpayer sought to prove timely 
filing	through	only	the	taxpayer’s	testimony	but	the	court	held	
that the only acceptable proofs were the postmark on the items 
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mailed or registration of the mailing. Because the taxpayer 
did not present the postmark or evidence of registration of the 
mailing, the taxpayer could not meet the reporting consistency 
requirement of I.R.C. § 530. Martinez v. United States, 2012-1 
U.S. Tax Cas. (CCH) ¶ 50,137 (Fed. Cls. 2012).
 INNOCENT SPOUSE rELIEF.  During a tax year in which 
the taxpayer was separated from the former spouse, the couple 
filed	a	joint	income	tax	return.		The	taxes	were	not	paid	with	the	
filing	and	the	former	spouse	made	payments	on	that	liability	until	
incarcerated for child abuse. The taxes arose from the former 
spouse’s early withdrawal from a retirement account to be used 
to pay the legal fees resulting from the child abuse criminal case. 
The taxpayer obtained a divorce in the next tax year.  The IRS 
stipulated that the taxpayer was entitled to equitable spouse relief 
but the former spouse challenged the relief. The court held that 
the taxpayer was eligible for equitable spouse relief because the 
taxpayer met all the requirements of I.R.C. § 6015(f).  Wickman 
v. Comm’r, T.C. Summary Op. 2012-8.
 INSTALLMENT rEPOrTING The IRS has released a short 
Chief	Counsel	Advice	e-mail:	“.	.	.		Section	453(c)	defines	the	
term ‘installment method’ and provides that income recognition 
is based on a proportion of the payments received which the gross 
profit	bears	to	the	contract	price.	Section	453(c)	is	the	statutory	
authority	for	the	‘gross	profits	ratio’	that	is	defined	under	section	
15A.453-1(b)(2)(i).	Section	15A.453-1(b)(2)(v)	defines	“gross	
profit”	as	the	selling	price	less	the	adjusted	basis	as	defined	in	
section 1011. See Example (1) in section 15A.453-1(b)(5). The 
gross	profit	ratio	incorporates	the	taxpayer’s	adjusted	basis	in	
the installment note for purposes of gain recognition attributable 
to the sale. This code section and underlying regulation must be 
used by the taxpayer in our case to determine gain attributable 
to the sale.” CCA 201203017, Nov. 2, 2011.
 PArTNErSHIPS
 INTEREST DEDUCTION. The IRS has issued temporary 
regulations governing the apportionment of partnership interest 
expense among the partners.  Individual general partners are 
allocated interest expenses according to all income producing 
activities and assets of the partner. Limited partners and less than 
10 percent corporate partners allocate the partnership interest 
according to their distributive share of partnership gross income. 
A corporate partner with a 10 percent or greater interest in a 
partnership must allocate its direct interest expense to all of its 
assets, including its proportionate share of partnership assets. 
77 Fed. reg. 2225 (Jan. 17, 2012).
 PASSIVE ACTIVITy LOSSES. The taxpayer was employed 
full time and owned up to nine residential rental real estate 
properties during the tax year.  Three of the properties were 
purchased and sold during the tax year without ever being 
rented.  The taxpayer claimed a loss of $25,385, a portion of 
which was attributable to costs associated with the three sold 
properties. The taxpayer did not provide any substantiation of 
the number of hours worked at the employment or at the real 
estate activity other than testimony of the taxpayer.  The court 
held that the taxpayer failed to qualify for the exception under 
I.R.C. § 469(c)(7)(B) for failure to prove that the taxpayer spent 
more than one-half of the taxpayer’s personal services in real 
property trades or businesses in which the taxpayer materially 
participated, and the taxpayer performed more than 750 hours 
of services in real property trades or businesses in which the 
taxpayer materially participated. The sale of the three properties 
produce short-term capital gain and the taxpayer sought to have 
those gains offset by the passive activity losses. The IRS argued 
that the passive activity losses were non-deductible because of 
the taxpayer’s gross income in excess of the limit of I.R.C. § 
469(i). The court held that the sale of the three properties was a 
part of the taxpayer’s rental real estate activities; therefore, the 
gains from the sales of the three properties could be offset by the 
losses from the other rental properties. Vandegrift v. Comm’r, 
T.C. Memo. 2012-14.
 The taxpayer was a medical doctor who formed a corporation 
to operate the taxpayer’s medical practise. On the advice of an 
accountant, the taxpayer purchased a building in the taxpayer’s 
individual capacity and leased the building to the medical 
corporation.  The taxpayer treated the rental income as passive 
income which offset passive activity losses. The court held that 
the self-rental rule of Treas. Reg. § 1.469-2(f)(6) applied to 
recharacterize the rental income as non-passive income which 
could not offset passive activity losses.  Samarasinghe v. 
Comm’r, T.C. Memo. 2012-23.
 PENALTIES. The IRS has issued a revised revenue procedure 
which	identifies	circumstances	under	which	the	disclosure	on	a	
taxpayer’s return, for 2011 and later returns, of a position with 
respect to an item is adequate for the purpose of reducing the 
understatement of income tax under I.R.C. § 6662(d) (relating 
to the substantial understatement aspect of the accuracy-related 
penalty), and for the purpose of avoiding the preparer penalty 
under I.R.C. § 6694(a) (relating to understatements due to 
unrealistic positions). rev. Proc. 2012-15, I.r.B. 2012-7, 
amending, rev. Proc. 2011-13,  2011-1 C.B. 318.
 PrOPErTy TAxES. The taxpayer was a limited liability 
company (LLC) created for the purpose of leasing residential 
buildings for political subdivisions of a state.  Under an agreement 
with the state, the taxpayer made payments to the public landlord 
of each property instead of real property taxes. The IRS ruled 
that the taxpayers were permitted to deduct as real property taxes 
under I.R.C. § 164 these payments in lieu of taxes (PILOT). The 
PILOT	payments	satisfied	the	three-prong	test	articulated	in	Rev. 
Rul. 71-49, 1971-1 C.B. 103 because they: (1) were measured by 
and imposed at the same rate as applicable real property taxes 
were imposed; (2) were imposed pursuant to a state statute; and 
(3) the PILOT payments could only by used for public purposes. 
In addition, the subsequent unit owners were entitled to deduct as 
real property taxes under I.R.C. § 164 such portion of common 
charges paid as were applicable toward the PILOT obligations. 
Ltr. rul. 201202004, Oct. 4, 2011.
 rEFUNDS.	On	March	12,	2008,	the	taxpayer	filed	for	refunds	
of earned income credit for 2002 and 2003. The taxpayer did not 
file	income	tax	returns	for	those	years	until	the	claim	for	refund	
was	filed.	Under	Sorensen v. Sec’y of the Treasury, 475 U.S. 851 
(1986), the earned income credit is considered an overpayment 
and Publication 505, Tax Withholding and Estimated Tax.  IrS 
Tax Tip 2012-16.
 TAx SHELTErS. The taxpayer had built a successful internet 
company which was sold for $45 million, nearly all of which was 
taxable	capital	gain.	 	On	 the	advice	of	an	accounting	firm,	 the	
taxpayer invested in a offshore portfolio investment strategy which 
was designed to create $45 million in capital losses to offset the 
capital gains. The court held that the capital losses were properly 
denied because the transaction lacked economic substance and was 
entered into purely for tax purposes without any intent to create 
profit.		The	court	also	approved	penalties	for	gross	valuation	and	
negligence under I.R.C. § 6662 because the taxpayer failed to 
attempt any independent economic or tax analysis of the strategy. 
Blum v. Comm’r, T.C. Memo. 2012-16.
 TIP INCOME. The IRS has published information about 
tip income.  (1) Tips are taxable Tips are subject to federal 
income, Social Security and Medicare taxes.  The value of non-
cash tips, such as tickets, passes or other items of value, is also 
considered income and subject to tax. (2) Include tips on the 
tax return Taxpayers must include in gross income all cash tips 
received directly from customers, tips added to credit cards, and 
the taxpayer’s share of any tips received under a tip-splitting 
arrangement with fellow employees. (3) Report tips to the employer 
If a taxpayer receives $20 or more in tips in any one month, 
the taxpayer should report all of the tips to the employer. The 
employer is required to withhold federal income, Social Security 
and Medicare taxes. (4) Keep a running daily log of tip income. 
Taxpayers can use IRS Publication 1244, Employee’s Daily Record 
of Tips and Report to Employer, to record tip income. For more 
information see IRS Publication 531, Reporting Tip Income, and 
Publication 1244 which are available at www.irs.gov.  IrS Tax 
Tip 2012-14.
 WITHHOLDING TAx. The Temporary Payroll Tax Cut 
Continuation Act of 2011, Pub. L. 112-78, temporarily extends 
the two percentage point payroll tax cut for employees, continuing 
the reduction of their Social Security tax withholding rate from 
6.2 percent to 4.2 percent of wages paid through Feb. 29, 2012. 
The law also includes a new “recapture” provision, which applies 
only to those employees who receive more than $18,350 in wages 
during the two-month period (the Social Security wage base for 
2012 is $110,100, and $18,350 represents two months of the 
full-year  amount). This provision imposes an additional income 
tax on these higher-income employees in an amount equal to 2 
percent of the amount of wages they receive during the two-month 
period in excess of $18,350 (and not greater than $110,100).   This 
additional recapture tax is an add-on to income tax liability that 
the employee would otherwise pay for 2012 and is not subject to 
reduction by credits or deductions.  The recapture tax would be 
payable	in	2013	when	the	employee	files	his	or	her	income	tax	
return for the 2012 tax year. The IRS has ruled in a Chief Counsel 
Advice letter that the recapture applies to both the reduced FICA 
tax on employees and the reduced railroad retirement tax (RRTA) 
tax on employees, but apparently not the reduced RRTA tax on 
employee representatives under I.R.C. § 3211. CCA 201202028, 
Dec. 30, 2011.
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by the taxpayer. Therefore, under I.R.C. § 6513(b)(1), the court 
treated the date of the deemed payment of taxes for those years 
as April 15, 2003 and April 15, 2004. Because the claims for a 
refund	were	not	filed	within	three	years	of	both	dates,	neither	claim	
was allowed under I.R.C. § 6511(b)(2)(A). Cooper-Lgwebuike 
v. United States, 2012-1 U.S. Tax Cas. (CCH) ¶ 50,157 (W.D. 
Ark. 2012).
SAFE HArBOr IN TErEST rATES
February 2012
 Annual Semi-annual Quarterly Monthly
Short-term
AFr  0.19 0.19 0.19 0.19
110 percent AFR 0.21 0.21 0.21 0.21
120 percent AFR 0.23 0.23 0.23 0.23
Mid-term
AFr  1.12 1.12 1.12 1.12
110 percent AFR  1.23 1.23 1.23 1.23
120 percent AFR 1.34 1.34 1.34 1.34
Long-term
AFr 2.58 2.56 2.55 2.55
110 percent AFR  2.84 2.82 2.81 2.80
120 percent AFR  3.09 3.07 3.06 3.05
rev. rul. 2012-7, I.r.B. 2012-6.
 SELF-EMPLOyMENT. The IRS has published information 
about self-employment taxes. (1) Self-employment can include 
work in addition to regular full-time business activities, such as 
part-time work  done at home or in addition to a regular job. (2) 
If a taxpayer is self-employed, the taxpayer generally has to pay 
self-employment tax as well as income tax. Self-employment tax 
is a Social Security and Medicare tax primarily for individuals 
who work for themselves. It is similar to the Social Security and 
Medicare taxes withheld from the pay of most wage earners. Self-
employed	taxpayers	figure	self-employment	tax	using	a	Form	1040	
Schedule SE. Also, self-employed taxpayers can deduct half of 
the	self-employment	 tax	 in	figuring	adjusted	gross	 income.	 (3)	
Self-employed	taxpayers	file	an	IRS	Schedule	C,	Profit or Loss 
from Business, or C-EZ, Net Profit from Business, with Form 
1040. (4) Self-employed taxpayers may have to make estimated 
tax payments. This applies even if a self-employed taxpayer also 
has a full-time or part-time job and the employer withholds taxes 
from wages. Estimated tax is the method used to pay tax on income 
that is not subject to withholding. If a self-employed taxpayer 
fails to make quarterly payments, a self-employed taxpayer 
may be penalized for underpayment at the end of the tax year. 
(5) A self-employed taxpayer can deduct the costs of running a 
business. These costs are known as business expenses. These are 
costs the self-employed taxpayer does not have to capitalize or 
include in the cost of goods sold but can deduct in the current year. 
(6) To be deductible, a business expense must be both ordinary 
and necessary. An ordinary expense is one that is common and 
accepted	 in	 the	 self-employed	 taxpayer’s	 field	 of	 business.	A	
necessary expense is one that is helpful and appropriate for the 
self-employed taxpayer’s business. An expense does not have to 
be indispensable to be considered necessary. For more information 
see the Self-employment Tax Center, IRS Publication 334, Tax 
Guide for Small Business, IRS Publication 535, Business Expenses 
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FARM ESTATE &
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 The Agricultural Law Press is honored to publish the completely revised and updated 
16th Edition of Dr. Neil E. Harl’s excellent guide for farmers and ranchers who want 
to make the most of the state and federal income and estate tax laws to assure the least 
expensive	and	most	efficient	transfer	of	their	estates	to	their	children	and	heirs.		This	
book contains detailed advice on assuring worry-free retirement years, using wills, 
trusts, insurance and outside investments as estate planning tools, ways to save on estate 
settlement costs, and an approach to setting up a plan that will eliminate arguments and 
friction in the family. Federal estate taxation has undergone great changes in recent years 
and this book sorts out these changes for you in a concise manner. FEBP also includes 
discussion of employment taxes, formation and advantages of use of business entities, 
federal farm payments, state laws on corporate ownership of farm land, federal gift tax 
law, annuities, installment obligations, charitable deductions, all with an eye to the least 
expensive	and	most	efficient	transfer	of	the	farm	to	heirs.
 Written with minimum legal jargon and numerous examples, this book is suitable for 
all levels of people associated with farms and ranches, from farm and ranch families to 
lenders and farm managers. Some lawyers and accountants circulate the book to clients as 
an early step in the planning process. We invite you to begin your farm and ranch estate and 
business planning with this book and help save your hard-earned assets for your children.
Soft cover, 8.25 x 5.5 inches, 454 pages
Published May 2011
